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Executive Summary

The authors of this report concur that globa integration with the world trading system is the
appropriate emphasis for the Regional Center for Southern Africa’s (RCSA’s) economic strategic
objective (SO). From the work of the World Economic Forum’s Globa Competitiveness

Program, we know this strategy should be based on support for a balanced and stable
macroeconomic policy framework, a*“ competitive” private sector (i.e. one that is at the forefront
of innovation and use of technology for maximum productivity), and sound institutions to support
private sector growth.

GLOBAL TRADE INTEGRATION

The broad literature on economic growth, poverty reduction, and globa trade integration

confirms that countries that are open to global trade grow — and thereby improve standards of
living for their people — more rapidly than countries that remain closed or skeptica of integration.
Developing country concerns about the risks of increased openness need to be assessed as
comprehensively as possible, balancing the welfare gains to consumers from improved access to
cheaper goods and services, increased alocative efficiency in the economy, and increased foreign
assistance and debt relief for countries on the path to global integration, with the welfare losses to
producers from reduced protection, the likelihood of increased inequality of per capitaincomes,
the possibility of increased socia and political tensions, and the increased costs associated with
managing the trangition.

In other words, global integration is not instantaneous or smooth. It is facilitated by helping
countries (and their private sector interests) develop the capacity to fully participate in globa
trade negotiations, by policy and regulatory reform, by infrastructure investments, and by private
sector devel opment assistance (see Global Competitiveness section to follow).

REGIONAL TRADE INTEGRATION

Regional trade integration is an important input into this global integration objective, not because
smal economies are somehow disadvantaged, but as a means to the ultimate end of global
integration rather than as an end in itself. Regional integration should be viewed as a broader
package than just free trade within the Southern African Development Community (SADC). It
should ultimately involve cross-border integration of capital and labor markets, infrastructure,
ingtitutions and regulatory frameworks, inter-firm collaboration through joint ventures and
outsourcing arrangements, and of course, flows of actual goods and services. The purpose of this
integration isto alow goods and services to flow into and out of SADC member countries
to/from the global market as efficiently as possible. Regiond integration may a so further the
production of goods and services for the world market from within regionaly integrated value-
chains, if overal competitivenessiis thereby enhanced.

Regionad integration is also not ingtantaneous or smooth. It is facilitated by the same things as
above, i.e. helping countries (and their private sector interests) devel op the capacity to fully
participate in regiond trade negotiations, by policy and regulatory reform, by infrastructure
investments, and by private sector devel opment assistance.
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GLOBAL COMPETITIVENESS

Globa competitivenessisfirst and foremost a private sector concept, emphasizing productivity
and technology. “Being competitive” also refers to arange of business relations in which firms
(farms are considered within this broader term) are part of a strategic compact within a*cluster”
or subsector. This strategic compact may encompass relations within the firm (between
management and labor), between the firm and its clients, between the firm and suppliers, among
firms, and between the firm and the government.

An open, competitive economy in Southern Africa (either viewed as consisting of fourteen
individua countries or of one regionaly integrated economy) will probably look different than it
did when it was relatively closed to globa competition. We know that, left unfettered, economic
activity migrates in a geographic sense over timeto cities, coasts, and areas of dynamic clusters.
It is also reallocated over time across sectors in the economy. Since workforces in higher income
countries are far more heavily concentrated in services and industry than in primary sectors, we
would expect a shift of SADC employment out of agriculture over time.

Economic transitions in pursuit of globa competitiveness are not instantaneous or smooth
either. They can be facilitated by providing workers with portable skills of atechnical,
entrepreneurial, or managerial nature that are desired by dynamic, competitive clusters;
supporting the growth and maturation of ingtitutions, and assuring business development and
financia services to promote enterprise growth.

IMPLEMENTATION PRIORITIES

What activities should RCSA consider to implement its economic SO? RCSA’s latest thinking
focuses on activities in regional competitiveness corridors, organized in three broad areas: palicy,
regiona and global export relationships, and economic infrastructure. Further specification on
these programmatic areas is provided below.

Policy

RCSA needs to consider palicies both within the region as well as relative to internationa trade
fora Greater harmonization of macro and sectora policies (e.g., fiscal balance, inflation,
exchange rate, banking sector, capitd controls, labor migration) is required to introduce greater
economic stability and increase investor confidence in the region. Greater smplification of trade
policy among imperfectly overlapping regiond trade regimesis aso needed.

Trade capacity building is critical, if SADC member countries are to be able to interpret the
implications of regiona and globa trade commitments for their own stakeholders and play active
rolesin regiona and globd trade forain the future. RCSA should encourage individua SADC
member countries to maximize their participation in the World Trade Organization (WTQO) and its
myriad of agreements as individual countries. To the extent that SADC as aregional entity has
any roleto play at the WTO, it is most likely to be as a participant in the Africabloc in the
development of regional positions. SADC may play arolein negotiating preferentia trade
arrangements with other bi/multilateral partners, such asin pursuing aregiona economic
partnership agreement with the European Union (EU) or afree trade agreement (FTA) with the
u.sS.

SADC member countries also need support from USAID for coherent international trade
palicies. Of key importance is the need to ensure that developed countries provide meaningful
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market access to developing country exports and reduce the tariff escalation that pendizes vaue-
added processing by developing countries.

Forging Global Competitiveness

A competitive cluster is one in which workers have the entrepreneurial, managerial, and technical
skills required by globa markets, in which firms produce goods and services according to the
quality and other standards demanded by those markets, and in which institutions exist — e.g.,
legd, regulatory, policy, financid, research, education and training, market development,

utilities, public safety, trade facilitation, socia services — that alow firmsto have confidencein
the business environment and invest in the future. The public sector clearly has arole to play in
assuring the existence and efficient functioning of these institutions.

RCSA should take a closer look at barriers to global competitiveness within specific regional
sectors or clusters. To the extent that regional value-chain collaboration makes sense, asin the
pursuit of efficient triangular or cross-border commercia collaboration possihilities to take
advantage of the Africa Growth and Opportunity Act (AGOA) for instance, RCSA can help to
foster commercia cross-border collaboration among private enterprises in the region. This will
atract investment capital, both from within the regon (e.g., South African capital) as well as
from abroad, to productive regional investment opportunities.

Human capital infrastructure is required to accomplish this. RCSA'’s strategic plan should
include recognition of the importance of understanding supply and demand forces in the region’s
labor markets, the need to balance those forces and thus create employment, the need to look at
the wage effects of increased globa integration, and the need to understand the likely trendsin
the region of future demands for labor. Finaly, RCSA should initiate regional reflection on the
implications of these labor market trends for education and training needs, which could perhaps
be satisfied on aregional basis.

Support for globa competitivenessin the region should also include an emphasis on the
creation of sustainable markets for the delivery of * competitiveness-enhancing services,” i.e. the
development of private or public-private collaboration/transactions for R& D, productivity
enhancement, information systems, market development assistance, etc. between firms and
potential competitiveness service providersin the region (universities, technical colleges, training
ingtitutes, research centers, think tanks, consulting firms, etc.).

Improving Economic Infrastructure

RCSA’s definition of economic infrastructure should include all aspects of physica infrastructure
— e.g., getting transport, telecommunications, energy/water utilities, and waste treatment systems
to work properly. Thisis not only a question of physical investments, but again of investmentsin
human capita to ensure that operations personnel and regulators have the skills required to
maintain these networks.

Thinking about HIV/AIDS and Competitiveness

Asthe effects of HIV/AIDS are beginning to be felt throughout the economies of SADC member
countries, private firms will need assistance with long-range strategic planning in two aress. First,
firms will need to learn how to cope with the effects of HIV/AIDS on workforce issues such as
benefits policies regarding care, sick leave, and persona leave, as well as training policies to
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ensure adequate skills coverage either through multi-skilling of individua workers or planning
for worker redundancies. More broadly, firms need to begin to think about the longer term
conseguences of HIV/AIDS-related morbidity and mortaity on the local and regiona markets
they face for their goods and services. Diversification strategies may be required to examine
aternative products or aternative markets in which to sell their traditional products.

Priorities under Gender

There isaneed for greater regiona dialogue on the gendered effects of trade liberalization issues.
Donors should ensure greater consultations with and involvement by women in trade policy-
meaking positions. SADC member countries also need to strengthen their public and private sector
analytical capacity to assess the effects of trade liberalization policies on women's income,
women's employment, and migration flows, and to explore options to mitigate the potentialy
negative socid outcomes of trade liberalization policies on women. Findly, as part of a genera
focus on labor market issues as the region seeks to improve its global market competitiveness,
atention should be paid to the promoation of labor legidation that ensures fair and equitable
working conditions for women.






1. Purpose of the Assessment

The purpose of this assessment is to support the Regional Center for Southern Africa (RCSA) in
its development of a strategic plan for FY 2004-2010. As part of the strategic plan devel opment
process, a concept paper was developed in late 2002 by several thematic Results Framework
Working Groups at RCSA, leading to the articulation of a basic development model. Thematic
literature reviews are now underway to contribute to a fina plan for RCSA. As part of this
process, the Global Competitiveness and Regional Market Integration research team reviewed the
basic mission documents and compiled a set of research questions to examine the underlying
development hypothesis, offer insights from the literature, and derive implications for RCSA.

RCSA’ s thinking about regional market integration, globa orientation, and competitiveness
has evolved since the mission first submitted its concept paper in December 2002 to USAID/
Washington. As expressed in the most recent version of RCSA’ s competitiveness strategic
objective (USAID RCSA 2003), the development hypothesis identified by the Competitiveness
Results Framework Working Group is as follows:

SADC nations must improve their globa competitiveness dramatically in order to
achieve their economic goals of reduced poverty, lower unemployment, and
higher per capitaincomes. Because of the smallness of most of the region’s
economies, the achievement of increased economic growth necessarily depends
upon regional economic integration to attract foreign direct investment and the
ability to access global markets. Thus, to do so, the SADC nations must creste an
atmosphere conducive to trade and investment and produce and sell goods and
services that can compete on the world market. For this region, thisimplies: A
responsive policy environment that facilitates competitiveness, a strong supply
response from entrepreneurs, and lower input costs.

RCSA proposes to concentrate much of its effort in countries linked along an *economic
corridor” stretching from the Indian Ocean to the Atlantic, namely Mozambique, Zambia,
Swaziland, Lesotho, South Africa, Botswana, and Namibia. These are considered to have the
highest potential to achieve concrete improvements in competitiveness. In addition, RCSA
proposes to focus on those industries that show the most promise for achieving global
competitiveness, emphasizing a cluster approach that seeks to work with groups of firmswithin a
vaue-chain. lllustratively, these selected industries may include high-vaue, tradable agricultura
products (fresh and processed), textiles and apparel, and tourism. The mission presently expects
to engage in three broad programmatic areas. policy, forging export relationships regionaly and
globally, and improving economic infrastructure to lower transaction costs for businesses.



2. Regional Trade Integration

REGIONAL INSTITUTIONAL BACKGROUND

The Southern African Development Community (SADC), representing fourteen member
countries, is the mgjor regional partner of USAID’s Regional Center for Southern Africa. Table 1
presents the sometimes overlapping regiona institutiona affiliations of SADC member countries.
RCSA aso intends to build strategic relationships with a number of the other regiona trade
organizations to which SADC member countries may aso belong, e.g. the Southern African
Customs Union (SACU), the Common Market for Eastern and Southern Africa (COMESA), and
others. RCSA’s core business also involves servicing bilateral USAID missions and U.S.
embassies in non-presence countries.

With respect to U.S.-oriented trade promotion activity, most RCSA countries are eligible for
benefits under the Africa Growth and Opportunity Act (AGOA) and al are covered by the
Southern Africa Global Competitiveness Hub (as well as, in afew instances, by the East and
Centra Africa Global Competitiveness Hub). In November 2002, the U.S. announced its
intention to initiate negotiations on a free trade agreement (FTA) with Botswana, Lesotho,
Namibia, South Africa, and Swaziland, which collectively comprise SACU.

In addition, the EU’ s Everything But Armsinitiative covers Lesotho, Maawi, Mozambique,
Tanzania, and Zambia. The EU and South Africa negotiated a free trade agreement in 1999. All
sub-Saharan African countries are aso part of the EU’s Cotonou Agreement, until such time as
Economic Partnership Agreements are negotiated on a bilateral or regiona basis.

IS SMALL SIZE AN ECONOMIC DISADVANTAGE?

One of the primary arguments in favor of regional integration is that small economies cannot
compete on their own. The United Nations and other international organizations have studied this
issue since at least the 1940’ s as part of the de-colonization process. The subsequent literature
emphasizes the following problems faced by small economies:

Their small domestic resource base limits the capacity for transformation, resulting in less
diversified economic activity.

There are limited opportunities for economic development and greater dependence on
externa factors, creating greater economic instability and vulnerability.

High dependence on afew primary products for exports leaves small economies
vulnerable to external shocks and natural hazards.

Small countries present few(er) opportunities to realize economies of scale.

Concerns boil down to three. First, smal economies will have to specidize in what they
produce. Second, small economies will be forced to rely on international trade and become
vulnerable to foreign shocks. Third, small economies will not be able to take advantage of
economies of scale.
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Table 1: SADC Country Membership in Regional Initiatives

African Initiatives U.S. Initiatives
SADC (14) SACU (5) COMESA (19) | Cross-Border USAID AGOA-¢eligible SA Global ECA Global
Initiative (14) Bilateral Countries Compet. Hub | Compet. Hub
Missions (14) (18)
Southern Africa
Angola Angola Angola Angola
Botswana Botswana Botswana Botswana
DR Congo DR Congo DR Congo DR Congo DR Congo DR Congo
Lesotho Lesotho Lesotho Lesotho
Malawi Malawi Malawi Malawi Malawi Malawi
Mauritius Mauritius Mauritius Mauritius Mauritius Mauritius
Mozambique Mozambique Mozambique Mozambique
Namibia Namibia Namibia Namibia Namibia Namibia Namibia
Seychelles Seychelles Seychelles Seychelles Seychelles Seychelles
South Africa South Africa South Africa South Africa South Africa
Swaziland Swaziland Swaziland Swaziland Swaziland Swaziland
Tanzania Tanzania Tanzania Tanzania Tanzania Tanzania Tanzania
Zambia Zambia Zambia Zambia Zambia Zambia
Zimbabwe Zimbabwe Zimbabwe Zimbabwe Zimbabwe
Eastern Africa
Burundi Burundi Burundi Burundi
CAR CAR
Comoros Comoros Comoros
Congo (Bra) Congo (Bra)
Djibouti Dijibouti
Eritrea Eritrea Eritrea Eritrea
Ethiopia Ethiopia Ethiopia Ethiopia
Gabon Gabon
Kenya Kenya Kenya Kenya Kenya
Madagascar Madagascar Madagascar Madagascar Madagascar
Rwanda Rwanda Rwanda Rwanda Rwanda
Somalia Somalia
Sudan Sudan Sudan
Uganda Uganda Uganda Uganda Uganda

Each of these concerns has some merit, but evidence from around the world suggests that
amdl szeis not nearly the problem implied by this list. It is true that small economies are more
specialized than larger economies. This tends to be the case in sectors with traded products, but
much less 0 in non-traded goods. To the extent that the required inputs are in the non-traded
sector (energy, labor, building materials), thisissue is not a serious constraint.

Itisalso true that speciaization in and of itself is not necessarily the problem. Cases exist of
small countries specidizing in industries which suffer declining globa demand and lower prices,
such as rubber in Sri Lanka. Other cases demonstrate just the opposite, as in Botswana, where
specidization in diamonds has brought substantial economic benefits. Mauritius' recent
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specidization in garments has brought it high growth and gregter diversity away from its highly
volatile sugar exports. Obvioudy, specidization can be good or bad, depending on the industry.
The argument about small economies suffering from diseconomies of scale is not obvioudy
correct either. With trade liberalization, countries can export to the largest market of dl: the
world market. For instance, it is not clear that Mauritius small size has prevented it from
achieving economies of scale in garment manufacture.

Turning to the global evidence, we find no proof of a bias against small economies. Table 2
shows average GDP per capita of small and large economies, broken out into idand and non-
idand countries. There is little evidence that per-capita GDP is significantly lower in small
economies, either among idands or land-based economies.

Table 2: Mean GDP in 1980

(1985 US Dollars per-capita, Number of GDP
PPP-adjusted) Countries

Islands 29 4940
Small Islands 17 4918
Non-Islands 113 4715
Small Non-Islands 55 4851

Note: “Small” is defined as having a population of less than 8 million.

MOST IMPORTANT BARRIERS TO GROWTH AND POTENTIAL POLICY ACTIONS BY SADC

The issue of integration of the Southern African region can be thought about along five
dimensons. These are;

1. cross-border integration of capital and labor markets;

2. cross-border infrastructure;

3. cross-border integration of institutions and regulatory frameworks;
4

cross-border, inter-firm collaboration through joint ventures and outsourcing
arrangemerts, and

5. cross-border integration of goods and services flows.

In other words, the economically relevant degree of integration depends not only on removal
of trade restrictions but any barriers that raise the costs of transport of goods or labor or financia
and physical capital.

The literature on regiona integration effortsin Africaisfairly skeptical of the economic
benefits to be realized from trade integration alone. Radelet (1999) cautions that there islittle
reason to expect significant economic gains from formal trade agreements in Africa unless they
are preceded by decisions within member countries to follow more genera open trade strategies.
He suggests that the pursuit of more open trade policies, coupled with more disciplined fiscal and
monetary policies (and hence more economic stability), and perhaps augmented by regiona
infrastructure cooperation efforts, appears to be a more promising initial strategy. Jenkins et al.
suggest that the SADC Free Trade Agreement (FTA) should not be viewed as an end in itself or
as an alternative to more general removal of trade restrictions, but rather as a means of improving
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competitiveness in Southern Africa so that the region can take advantage of wider trade and
investment opportunities (Jenkins, Legpe, Thomas 2000, 21). They aso propose that the SADC
FTA be viewed as one of a series of trade arrangements in which Southern African countries
participate, and suggest that a SADC-EU FTA would be alogica follow-on to the South Africa
and SACU FTAs with the EU.

That being said, the barriers to growth within the SADC region are substantial. They include:

macroeconomic policy: lack of internal macroeconomic balance, overvalued currencies,
high rates of inflation (Jenkins and Thomas 2000);

taxation and fiscal adjustment: lack of indirect and direct tax policy coordination,
persistence of capital controls (Leape 2000);

trade policy: overlapping membership and incoherent rules of origin and trade tariff
treatment of SADC member countriesin different preferential trade arrangements
(Chauvin and Gaulier 2002);

foreign direct investment: * political and economic instability, pervasive bureaucracy and
inefficiency, lack of regulatory transparency, underdevel oped private sector, restrictions
on movements of persons, underdevelopment of capital markets and persistence of capita
controls, lack of regiona product standards, shortages of skilled labor, low productivity,
restrictions on land ownership (Hess 2000);

microeconomic considerations. supply-side constraints relating to provision of physical
infrastructure, education and training, and finance; transfer of technology and
information; market development activities; political concerns regarding potentia job
losses from integration, especidly in “sengtive industries,” so identified in the SADC
Protocol on Trade; lack of definition of priorities for launching private sector growth,
especidly in micro-, smdl, and medium-sized enterprises; concerns about predatory
behavior by locd, regiond, and internationa firms; substantial labor market differentias
between organized labor in South Africa and workers elsewhere in the region;
underdevel oped human resource capacities (Maasdorp 2000).

DRIVING FORCES OF GROWTH TO DATE

Economists' understanding of economic growth has increased dramatically in recent years,
helped in part by an equally dramatic increase in the data available for cross-country analysis.
Many of these advances have been incorporated in recent years in the data and rankings of the
Global Compstitiveness Report (GCR). For the 2002-2003 GCR, executives in 80 countries were
asked about economic, technology, structural, governance, and other variables to estimate
composite indices on microeconomic and growth competitiveness. Countries are ranked by these
indices, and shifts in the rankings are tracked from year to year as one indicator of national
progress or dippage. Among the 80 countries are five SADC member countries. Botswana,
Mauritius, Namibia, South Africa, and Zimbabwe.

The Microeconomic Competitiveness Index is composed of variables regarding company
operations and strategy and the national business environment (Porter 2002). “ Company
operations and strategy” considers production, workforce devel opment, management, marketing,

1 Many of the barriers identified by Hess with respect to FDI could just as easily apply to the entire group as
“barriers to growth.”
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and R& D factors. The “national business environment” covers variables under the four points of
the Porter competitiveness diamond, i.e. factor (input) conditions, demand conditions, related and
supporting industries, and firm strategy and rivalry. The Growth Competitiveness Index is based
on three broad categories of variables found to influence economic growth, namely technology,
public ingtitutions, and the macroeconomic environment (Cornelius et a. 2002).

Data from the 2002 GCR are used to evaluate the growth potential of the five SADC
countries. A new LCD Competitiveness Index is developed that ranks the growth potential of
LDC countries specifically. The sample is comprised of countries from the GCR data set with
incomes below $10,000 in 1991, excluding Eastern Europe, China, and Vietnam.

Macroeconomic variables were first tested for significant correlation with growth. Five
variables — the inflation rate, the fiscal surplus as a percent of GDP, the nationa savings rate, the
average spread between bank deposit and credit rates, and exchange rate misalignment — proved
to be the most significant in terms of their correlation with growth in the 1990s. Each of these
exhibits a significant link to growth during the 1990s and summarizes an important aspect of
macroeconomic policy. Inflation is a proxy for monetary policy, the deficit summarizes the
sustainability of fiscal policy, the national saving rate represents incentives for capital
accumulation, exchange rate misalignment suggests international price competitiveness, and the
interest rates spread summarizes the efficiency of financial intermediation.

These five variables were then combined to form a macroeconomics conditions index,
according to which developing countries are ranked (Table 3). Malaysia and Indiatop the list.
Maaysaisranked first due to its combination of low inflation, high national savings, low interest
rate spread, and relatively competitive exchange rate (a negative number signifies greater
competitiveness). India owes its ranking to exchange rate competitiveness plus low interest rate
Spreads and low inflation.

With this macroeconomics index serving as a control variable, the importance of other key
variables in the data set was tested subsequently. These variables measure a wide range of
phenomena, from technology, health, and education, to infrastructure, business strategy, extent of
clustering, and financial depth. Through this testing, two additional groups of variables were
identified that exhibited additional explanatory power over recent growth rates. These variables
are summarized in atechnology index and an ingtitutions index, also displayed in Table 3. The
indices are based on specific variables, but should be interpreted as broad measures of innovation
and ingtitutional quality, respectively.

The technology index measures the enabling environment in support of innovative and
scientific activities. It is based on the extent to which companies in each country tend to pioneer
their own products and the extent to which talented people tend to stay in the country (i.e. a
“brain drain” measure). These two indicators are included because they perform best in the
statistical tests. Nevertheless they are highly correlated with other aspects of the technical and
scientific environment such as the quality of research ingtitutes, the extent of collaboration
between universities and businesses, and the quality of technica education.

The ingtitutions index measures four different aspects of ingtitutional strength: corruption,
legal systems for settling disputes, organized crime, and legdly-supported financia property
protection.

16



Table 3: SADC Country Rankings on LDC Competitiveness Index

Institutions Index
Rank COUNTRY

Macroeconomic Index
Rank COUNTRY

LDC Competitiveness Index
Rank COUNTRY

Technology Index
Rank COUNTRY

1 Chile 1 Korea 1 Malaysia 1 Chile

2 Korea 2 Brazil 2 India 2 Uruguay

3 Malaysia 3 Chile 3 Jordan 3 Tunisia

4 Tunisia 4 Costa Rica 4 Panama 4 Botswana
5 Thailand 5 Malaysia 5 Thailand 5 Korea

6 Botswana 6 Thailand 6 Morocco 6 Malaysia

7 Panama 7 Tunisia 7 Tunisia 7 South Africa
8 Jordan 8 Panama 8 Indonesia 8 Mauritius
9 South Africa 9 Dominican Republic 9 Botswana 9 Thailand

10 Trinidad and Tobago 10 Botswana 10 Chile 10 Jordan

11 Mauritius 1 Indonesia 1 Korea 11 Namibia
12 Costa Rica 12 Mauritius 12 Trinidad and Tobago 12 Sri Lanka
13 India 13 Namibia 13 Argentina 13 Trinidad and Tobago
14 Namibia 14 El Salvador 14 Bangladesh 14 Brazil

15 Morocco 15 India 15 Philippines 15 Costa Rica
16 Sri Lanka 16 Mexico 16 Honduras 16 El Salvador
17 El Salvador 17 Trinidad and Tobago 17 Dominican Republic 17 Peru

18 Dominican Republic 18 South Africa 18 South Africa 18 Jamaica

19 Brazil 19 Morocco 19 El Salvador 19 Colombia
20 Uruguay 20 Turkey 20 Sri Lanka 20 Panama

21 Mexico 21 Sri Lanka 21 Mauritius 21 Morocco
22 Indonesia 22 Colombia 22 Mexico 22 Mexico

23 Jamaica 23 Jordan 23 Namibia 23 India

24 Peru 24 Guatemala 24 Jamaica 24 Dominican Republic
25 Colombia 25 Peru 25 Nigeria 25 Turkey

26 Argentina 26 Jamaica 26 Venezuela 26 Nicaragua
27 Honduras 27 Uruguay 27 Ecuador 27 Argentina
28 Philippines 28 Honduras 28 Peru 28 Zimbabwe
29 Turkey 29 Nicaragua 29 Guatemala 29 Bolivia

30 Guatemala 30 Argentina 30 Bolivia 30 Philippines
3l Venezuela 31 Venezuela 3l Colombia 3 Paraguay
3?2 Paraguay 32 Paraguay 3?2 Paraguay 32 Venezuela
33 Bolivia 33 Philippines 33 Costa Rica 33 Guatemala
34 Ecuador 34 Bolivia 34 Haiti 34 Ecuador

35 Bangladesh 35 Ecuador 35 Uruguay 35 Honduras
36 Nigeria 36 Bangladesh 36 Turkey 36 Indonesia
37 Nicaragua 37 Nigeria 37 Brazil 37 Nigeria

38 Zimbabwe 38 Zimbabwe 38 Nicaragua 38 Bangladesh
39 Haiti 39 Haiti 39 Zimbabwe 39 Haiti

The SADC countries are shown in bold type. The SADC countries as a group score relatively
better on ingtitutions than they do on macroeconomic conditions and technology. South Africain

17



particular is hurt by its relatively low rate of national saving and by the judgment of its business
leaders that talented people tend to leave the country, which undermines its technology rating.
Botswana and Mauritius obtain high ratings on ingtitutions, but Mauritius is hurt by arelatively
high interest rate spread and arelatively large fiscal deficit. Botswana obtains rdatively high
ratings overall, but its rank is reduced by its relatively poor performance on the extent to which
local firms pioneer their own products from the technology index.

The overall ranking of LDC competitiveness is displayed in the left-hand column in Table 3.
Chile tops the rankings, followed by Korea, Maaysia, and Tunisia. Chile owes its ranking to
strong performances on ingtitutions and technology, while Korea ranks especialy high on
technology and Maaysia on macroeconomics. The LDC competitiveness index is an average of
the macroeconomics, technology, and ingtitutions indices. Figure 1 shows the evidence for alink
between this overdl index and rates of economic growth during the 1990s. Growth in the 1990sis
measured on the vertical axis, while the values for the LDC competitiveness index are on the
horizontal axis.

Figure 1: Correlation Between Economic Growth and LDC Competitiveness
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Thelinein Figure 1 depicts the average relationship between growth and the index. For South
Africa, Zimbabwe, and Namibia, which lie below the line, growth has been dower than expected,
given the variables in the index. Mauritius, on the other hand, has outperformed the index.
Botswanais on the line, indicating that the regression relationship exactly accounts for its growth.
The relationship depicted in the figure controls for the so-called catch-up effect (i.e. poorer
countries grow faster than richer countries, holding other things constant).

These ratings help to focus RCSA’s policy considerations by drawing attention to those
factors that have exhibited empirical correlation with recent rates of economic growth. For the
SADC region, these rankings suggests that the challenge for fast growth isto maintain or improve
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macroeconomic conditions while working to improve the supporting environment for innovation,
technical change, and diffusion of new technologies within the region. Nevertheless, it would not
be correct to take this analysis too far and focus exclusively on these factors, for two reasons. The
firg isthat the future need not be like the recent past, and the second is that there are inevitably
country-specific factors that affect growth rates. These country-specific factors must also be
understood for an effective policy strategy.

An additional clue about some of the specia country-specific factors that can assist growth
aso comes from Figure 1 above. Note that Mauritius, Bangladesh, Dominican Republic, and Sri
Lanka lie above the line. This indicates the presence of some missing country-specific factor that
assists growth but that is not captured in the broad competitiveness index. One common
denominator among this group is that al have significant textile and garment exports, some of
which is assisted through specialized ingtitutions such as export processing zones (EPZs). This
may suggest that active export promotion in this sense can provide an additiona boost to growth
above and beyond the other factors included in the competitiveness index. However, these
policies should not be pursued at the expense of improving macroeconomic conditions,
ingtitutiona strengthening, and technology palicy.

The following graphs pursue this point a little further with reference to Mauritius.
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Figure 2 plots output, employment, and the stock of capital employed in Mauritian EPZs
between 1982 and 2002. After the boom in dl three key economic variables in the early 1980s,
the number of persons employed in EPZ firms stopped growing significantly around 1987.
Capital continued to be invested in the zones up to the early 1990s, after which the capital stock
leveled off for a significant period, before picking up again in the very late 1990s. However, EPZ
output kept growing throughout the period. This continued growth in output despite the lack of
increase in employment and only a moderate increase in capital means that the EPZ sector saw
significant productivity gains during the late 1980s and 1990s. In Mauritius, these zones were an
engine of productivity and also a significant engine of growth.

Figure 2: Mauritius and Export Processing Zones Figure 3: Mauritian Economy Excluding EPZs
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Contrast this evidence with what took place in the rest of the Mauritian economy. Figure 3
plots similar data for the rest of the economy, excluding the EPZs. Here one can see that output
growth overal was driven by capital accumulation — in other words, there were no clear
productivity gains, just alot of savings accumulation and investment to achieve the growth. This
evidence supports the view that Mauritius achieved an extrakick to its growth through export
promotion.

The other fast-growing country in the SADC region has been Botswana. Have there been
specia factors behind Botswana's growth? GDP, exports, and diamond exports are dl shownin
Figure 4 in U.S. dollars. The figure shows Botswana s rapid growth, but aso shows that the
increase in diamond exports played an important role in this growth. By the 1990s perhaps a third
of Botswana's economy could be directly traced to income from the diamond mines. It is
noteworthy that during the 1990s the evidence from the earlier growth analysis suggests that
Botswana's rate of growth can be fully explained by the competitiveness index, without gppedl to
specia country-specific factors. This may indicate that Botswana's current rapid growth is
sustainable based on its policies and not on continued expansion of diamond exports.



Figure 4: Botswana’s GDP, Exports, Diamond Exports
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In summary, what have been the driving forces behind growth in the SADC region, and what
will be the driving forces in the future? This question can be answered in two ways. First,
anaysis of the GCR data to understand the driving forces behind LDC growth during the 1990s
suggests that this growth has been influenced by macroeconomic conditions and the institutional
and technological environments. A significant part of recent growth for the five SADC countries
in the GCR data set can be explained in terms of their performance on these indicators.
Zimbabwe ranks low in al three areas; the other countries tend to rank lowest in the environment
for innovation and macroeconomic conditions. Second, recognizing that only two countries in the
region, Botswana and Mauritius, have achieved anything close to the rapid growth of 5 percent or
higher that is required to make significant progressin raising living standards raises the question
of other, country-specific factors that may have played an important role. In addition to their
relatively good performance on the competitiveness indicators, which is part of the reason for the
fast growth records of these two countries, export promotion in Mauritius and good fortune
regarding diamond mines in Botswana have aso played an important role.

LIKELY ECONOMIC EFFECTS OF SADC FTA

Geographic Reallocation of Economic Activity

In addition to the impact of greater trade integration on growth of the region as awhole, greater
integration will change the distribution of economic activity within the region. RCSA should
know what the likely impacts are, in order to be prepared for them and to craft an intelligent
policy towards these changes. We offer two pieces of evidence to understand these likely
changes. One is from an examination of the distribution of economic activity across the regions
of large countries, since by definition these regions are aready ingtitutionaly integrated. The
second is from the experience of the European Union, which has been pursuing greater regional
integration for four decades and has a controversial regional aid program to go along with it.

The evidence on growth trends from large countries suggests that over time economic activity
migrates away from a) mountainous areas, b) areas far away from coastlines or navigable rivers,
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C) tropical areas or areas with extreme climates, and d) towards pre-established cities. The same
will probably happen within the Southern African region.

This migration of economic activity comes about both from the movement of mobile factors,
such as labor, as well as from greater population growth and different rates of capital
accumulation in the remote and favored areas. Greater trade of goods and services may be seen as
indirect movement of factors, too, rather than as a separate process.

The only parts of this gravitation of economic activity that may be affected by policy are
really the movements of labor and goods. It is very difficult to affect or ater the different rates of
accumulation in different regions. Attempting to resist the naturd reallocation of economic
activity islikely to result in bad policy. There are usudly better means to ameliorate any problem
than erecting barriers to mobility.

Spatial Convergence of Incomes

Although some argue that this economic activity relocation process will impoverish remote
regionsthat are left behind, thisis far from obvious. Although people leave the remote regions,
average incomes in the remote regions may actually rise as the people that are left behind face
less congestion in trying to make aliving off of limited economic opportunities. The migration
may actually serveto reduce regiond inequalities.

The evidence from Europe is helpful on this point. In Figure 5 below, growth rates of
European regions between 1988 and 2000 are plotted on the vertical axis, and the level of income
back in 1988 is plotted on the horizontal axis. Poorer regions are to the left and richer regions on
the right-hand side of the graph. Note that the poorer regions actually tend to have had higher
growth than the richer regions. That means that regional integration in Europe has served to
lessen, not widen, regional income disparities. Although labor, capital, and economic activity
have continued to gravitate towards richer regions and cities, and the richer regions have grown,
the poorer regions have grown even faster in terms of average income.

Europe' s regiona palicy has been first and foremost to reduce barriers to the free movement
of goods and services, labor, and capital across the European Union. A secondary aspect of its
regiona policy has been its programs of regional aid. As Figure 6 below shows, this aid has
tended to go to the EU’ s poorer regions. EU regiona development policy isimplemented through
four Structural Funds and a Cohesion Fund. Seventy percent of the structural funds are allocated
to regions whose GDPs are less than 75% of the EU average, while the cohesion fund is spent in
member countries whose GDPs are 90% below the EU average, i.e. Greece, Ireland, Spain, and
Portugal. The expected cost of EU regiond aid in 2000-2006 is €231 hillion. On an annua basis,
thisis about 0.5% of EU GDP. Note in Figure 6 that richer regions (again, to the right of the
graph) have tended to receive less regiona aid, depicted on the vertical axis.
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Figure 5: European Regional Per Capita Income, 1988, and Growth Rates, 1988-2000
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The question is whether this regiona aid has played arole in the convergence of income
levels seen in the earlier graph. The regiond aid was partly income support and partly
infrastructure projects that would, by facilitating movement of factors, potentially assist the
income convergence. Regression analysis performed in the background for this study shows some
evidence that the regiona assistance did tend to assist income convergence. Thisis not afirm
conclusion, but there is some evidence to support the idea that European regiona assistance
helped facilitate income convergence among its regions.?

Skill Composition of Employment and Effect on Wages

Another important effect of regiona (and, by extension, global) trade integration, as economic
activity restructures, is the effect on labor markets. As the structure of an economy changes under
free trade, the sets of skills required by firms aso changes. Increased integration may follow
Hecksher-Ohlin principles and favor low-skill, labor-intensive manufacture opportunities, thereby
increasing the demand for assembly labor and thus lead to upward pressure on low-skill wages.
However, the relative increase in demand for high-skilled labor is even greater. Experience with
trade liberaization around the world has shown that increased integration with world markets
shifts labor demand relatively more in favor of higher- rather than lower-skilled workers, thereby
further increasing the spread in wages between qualified and unqualified labor.> As the demand

2 See Jenkins (2000) for a discussion of regional integration schemes’ compensatory mechanisms and their possible
application to SADC.

3 Confirmed by experiences in Brazil (Pavcnik et al. 2002), Indonesia (Agrawal 1995), and Mexico (Revenga 1995).
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for higher-skilled workers grows, pressure grows for the country’ s education and training system
to provide appropriate curricula, teaching methods, and learning and skills acquisition
opportunities.

Figure 6: European Regional Per Capita Income and Regional Development
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South Africa s experience with increased global integration has been a structural changein
production toward capital-intensive sectors, an increase in demand for higher skilled labor, and
increasing unemployment among low-skilled workers (Tskata 1999; Lewis 2001; Alleyne and
Subramanian 2001). While this is bad news for South Africa s low-skilled workers, with
increased regional integration in SADC, it may be good news for other SADC member countries
whose low-skilled workers are lower cost than South Africa’s.

ANTICIPATED EFFECT OF SOUTH AFRICA ON REST OF SADC

South Africa, representing two-thirds of SADC’ s exports and three-quarters of its GDP, swamps
SADC. The conundrum of South Africawithin SADC is of course the presence of a capita-
intensive, relatively more industrialized economy, aongside thirteen other countries that are
largely primary sector-driven. Free trade within such aregion immediately conjures images of the
North American Free Trade Agreement with South Africa playing the U.S. relative to the rest of
SADC's Mexico. Yet the great irony in SADC is the legacy of apartheid in South Africa,
resulting in alabor market story that in some ways mirrors those of the other SADC member
countries — with high rates of unemployment and low skill levels— juxtaposed against the
political and economic importance of organized labor, which has resulted in high wages and
stymied employment growth.

So what role will South Africa play in the region? Will South Africa's capital base and more
sophisticated value-chains encourage it to make cross-border investments elsewhere in the region,
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taking advantage of lower wages for “off-shore” labor-intensive manufacturing, in aNAFTA-
ization of Southern Africa? Will various policy constraints to factor mobility, incentives created
by the EU-South Africa FTA, and difficultiesin efficient transport of goods across borders
conspire to keep South African investors reasonably close to home to take advantage of informal
labor arrangements in-country and within SACU? Or will the EU-South Africa act as a growth
pole for SADC suppliers into South Africa, where inputs can be transformed to satisfy rules of
origin for preferential access to the EU market?

Given the difficulties in attracting FDI from abroad, SADC member countries would do well
to attract South African investors. They know Africa, they are probably better equipped to handle
the risks and uncertainties posed by the region. Examples of South African investmentsin
mining, agro-processing, clothing manufacture, retailing, telecommunications, and banking
elsewhere in SADC and around sub-Saharan Africa are growing.

However, in considering this same set of questions using a series of computable general
equilibrium mode smulations, Lewis, Robinson, and Thierfelder (2002) conclude that because
of its limited size, South Africais not a viable growth pole for the region. Access to EU markets
and/or world markets provides substantialy bigger gains for the other SADC countries than does
access to South Africa. They aso find substantial gains for the remaining SADC member
countries of a SADC-EU FTA, in light of the South AfricaEU FTA.

Model results notwithstanding, there are incentives at work that might yet encourage
variations on triangular trade arrangements within the region. The rules of origin of AGOA
dtipulate that by 2004 al AGOA-digible suppliers must use U.S.- or African-sourced fiber and
fabric in the manufacture of garments for duty-free access to the U.S. market. South Africa's
industrial base will certainly seek African cotton — from within SADC, if at al possible—to
process textiles that will enter alater stage of the value-chain for processing into apparel —
possibly in other SADC member countries, where wage costs are lower. While much of the
debate in individual African countries with which one of the authorsis familiar has been about
creating compl ete fiber-thread-fabric-clothing value-chains in-country,” the RCSA could facilitate
the expansion of regiona textile-clothing pipelines under AGOA.

4 Lustig (1998) provides one of the more recent and objective accounts of the impact of NAFTA on the Mexican
economy.

5 Single country considerations have dominated to date in Mali, Uganda, Madagascar, and — albeit to a lesser extent —
in South Africa. Source: Salinger and Carpenter (2001); Salinger and Greenwood (2001); Salinger, Bhorat, Flaherty,
and Keswell (1998). Madagascar assessment made based on Orsini et al. (2002) and preparation for work to begin in
July 2003 (estimated).
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3. Global TradeIntegration

INTRODUCTION

A more integrated world economy in which existing trade barriers are further reduced will
provide increased opportunities for al countries to take advantage of gains that growth in trade
can provide. However, as countries navigate down the stream of globalization, both opportunities
and challenges will emerge. Initidly, as with al trade liberalization, there will be winners and
losers both among and within countries, among both consumers and producers. The challengeslie
not merely in the identification of these groups ahead of time but aso in the design of multi-
dimensiond strategies for asssting potential winners and losers alike. If policy makers
understand this diversity, they will be able to debate effectively the consequences of specific
types of liberdization and discuss possble complementary and mitigating measures.

However, in this age of rapid global integration, SADC' s share of world merchandize trade
has declined from close to 2 percent in 1980 to less than 1 percent in 2000 (Figure 7).

Figure 7: Sub-Saharan Africa's and SADC'’s Shares of World Merchandise Trade
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Greater integration of SADC economies into the world market could play an important rolein
the promotion of sustainable development and poverty aleviation in the region. For the SADC
region to integrate into the global market, it isimperative that the sources of margindization are
better understood. There are three factors that have contributed to this increased margindization:
(i) the region’ s weak domestic polices have failed to stimulate growth and have been biased
against exports, which led to the decline in the region’s share of global exports; (ii) restrictive
market access policies in developed countries have limited SADC's export growth, especialy in
higher vaue-added products; and (iii) global demand for primary products (SADC's mgjor



export) has been considerably weaker than demand for high value-added agricultura products,
thereby causing adecline in the region’s share of world trade.

In this section, the objective is to bring forth some of the critical issues affecting the SADC
region in the process of global integration. These issues center around seven specific questions.

What are the relative impacts of unilateral liberalization with respect to the world versus
regional trade liberdization?

What do multilateral trade negotiations mean for the SADC region?

Why participate in multilateral trade negotiations?

How engaged are the region’s policy makersin multilateral trade negotiations?
What are the mgjor multilateral trade negotiation issues for SADC?

What are the challenges and limitations to increased engagements and implementation of
WTO obligations and commitments?

What is the way forward in the “Doha Development Agenda’ ?
Are preferentia trade agreements important for the SADC region?

WHAT ARE THE BENEFITS OF UNILATERAL LIBERALIZATION WITH RESPECT TO GLOBAL
TRADE VERSUS REGIONAL TRADE LIBERALIZATION?

The SADC region has made tremendous progress in trade liberalization under the structural
adjustment programs in effect since the mid-1980s. Countries in the region have liberdized their
exchange rates, privatized marketing boards, decontrolled pricing systems, and removed
quantitative regtrictions, among other things (ESRF 2003). However, trade liberdization is till
unfinished business in the region.

Using agenerd equilibrium analysis, Diao and Robinson (2003) show potential gains and
market opportunities for sx SADC countries (Malawi, Mozambique, Tanzania, South Africa,
Zambia, and Zimbabwe). Their scenarios identify possible winners and losers from unilateral
liberalization of agricultural trade (i.e., imination of tariffs). For the region as awhole,
agricultural GDP declines by 1.12 percent, while economy-wide GDP rises by 0.67 percent. The
drop in agricultural GDP is aresult of producer price declines, and thus drop-offsin agricultural
production, in South Africaand Zambia. This is compensated by a shift of resources to non-
agricultura sectors, and the net effect on economy-wide GDP is positive. Elsewhere, agricultura
output increases in Zimbabwe, remains unchanged in the case of Malawi, and falls by 1.5 percent
in the rest of the countries. Agricultural exports increase by 4.8 percent for al six countries, and
imports pick up even more, increasing by 23 percent. It is not surprising that Zimbabwe is the
only country that gains, since the Zimbabwean agricultural sector is distorted by high protection.
There, sgnificant tariff reduction improves efficiency, resource allocation, and increases
employment in the agricultural sector. Overall, unilateral liberdization raises Zimbabwe's
agricultura GDP by 1.9 percent and economy-wide GDP by 3 percent. Potential benefitsfrom
unilatera liberalization in certain countries, e.g., Maawi, Mozambique, Tanzania, and Zambia,
are eroded by disincentives caused by export taxes, export subsidies, parastatal margins, poor
infrastructure, and high transportation cost. Unilateral liberaization, in this respect, isan
unfinished agenda.
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If the six countries engage in regiona trade liberaization, agricultural GDP increases by 0.40
percent ($36 million), red total GDP by 0.21 percent, total agricultural imports increase by 4.0
percent, and total agricultural exports rise by 2.2 percent. Even though regiond liberdization leads to
an increasein rea agriculture GDP compared with adeclinein the case of unilateral liberalization,
total GDP increases under unilatera liberalization. Previoudly protected agricultural producers suffer
losses but are relocated into non-agricultural sectors.

From these scenarios, it is clear that results from unilateral trade in the agricultural sector in
some cases hurt the SADC countries, while regiona trade liberalization gives much better results.
Potentia benefits from unilatera liberdization in certain countries, e.g., Maawi, Mozambique,
Tanzania, and Zambia, are eroded by disincentives caused by export taxes, export subsidies,
parastata margins, poor infrastructure, and high transportation cost. Unilatera liberdization, in
this respect, is an unfinished agenda. Even though regiona trade liberaization is favorable, high
market transaction costs in the region reduce gains from liberalization.

MULTILATERAL TRADE NEGOTIATIONS AND THE SADC REGION

What do Multilateral Trade Negotiations Mean for the SADC Region?

The new trade negotiations in the World Trade Organization (WTO) offer a multilateral forum
for the SADC region to take advantage of a rules-based system for trade and devel opment. Most
countries have acceded to the WTO.? and the Doha Development Agenda offers opportunities
and enormous challenges. New structures of the global trading system and governance can
increase the region’s market access and clarify its rights in the internationa trading framework.
But they aso bring obligations, including giving up a degree of sovereignty over trade and
investment. Also, as a consequence of continued global trade liberalization, there will be a
continuing erosion of the preferences enjoyed by SADC countries. In the case of agriculture,
trade preferences will remain beneficial in cases where MFN tariffs are still exceedingly high.

SADC countries have alot to gain from amultilateral system based on strong rules, both to
protect them against pressures from more powerful countries and to help them improve their own
trade and domestic policies. The importance of this system to the region and other developing
countries has increased greatly as they have become increasingly integrated with the world
economy. Recent trade negotiations, in particular, have given SADC countries more secure
access to the developed markets (by reducing the scope of import restrictions) in exchange for
better developed country access to the expanding markets of developing countries (through lower
tariffs on imports from the developed countries).

Why Participate in the Multilateral Trade System?

The economic literature is by now replete with well documented arguments in favor of increased
global trade integration as a key variable for countries to increase economic growth and reduce
poverty (summarized in Stryker, Salinger, Plunkett 2003). Ingco and Kandiero (2002) suggest
severa additional reasons why African countries, including SADC, should participate in the
multilateral trade system. One reason is the key preoccupation of most countriesin the region
with the objective of food security. Realization of this objective requires access on an assured

6 Of the 14 SADC member countries, all are WTO members except for the Seychelles, which is a WTO observer.
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basis to world market supplies, as well as agricultural raw materials for encouraging light
manufacturing in rural areas. Most countries in the SADC region have a stake in building an
efficient food system and maintaining market stability. Therefore, the region can gain by
participating fully in the current WTO discussions aimed at progressive liberdization of
agricultura trade.

The multilateral trading system can also provide a framework to improve the region’ s trade
and domestic policy regimes affecting the rural sector. Sectors such as agriculture still account for
asignificant share of GDP and a major source of employment in most SADC member countries,
where over two-thirds of the poor population live in rura areas. Thus, continuing the process of
reform of the globa trading system to facilitate the adoption of rural sector policies that will
reduce/eliminate policy distortions and improve the efficiency of the alocation of scarce
resources in these countries can provide significant gains both in terms of consumer welfare and
incomes.

Another reason for supporting and participating in multilateral negotiationsis that the supply
response to structural adjustment depends upon the credibility of reforms. In fact, establishing the
credibility of policy measuresis at least as important as choosing the efficient policy solution. As
shown in many countries, the private sector does not invest if the persistence of the reformsisin
doubt. Unfortunately, reform programs have frequently been reversed or halted. Establishing the
credibility of policy measures can be achieved through the framework of multilateral rules where
member governments can lock in domestic policy reforms. The multilateral system has built-in
instruments to prevent policy reversds, thus providing a framework for more credible policy
reforms.

The Doha round provides another opportunity for SADC countries to go beyond their
unilatera liberdization efforts in exchange for multilateral concessions, or to bind their domestic
reforms to an internationally binding framework. RCSA and organizations such as the World
Bank and the United Nations, just to mention afew, can help facilitate this process and the
development of appropriate trade and domestic policy measures, including the institutiona or
regulatory framework to effectively implement these measures.

How Engaged are the Region’s Policy Makers in Multilateral Trade Negotiations?

In November 2001, the “Doha Development Agendd’ emerged from the WTO' s Fourth
Ministerial Conference. This trade agenda is considered to be the most ambitious multilateral
trade round ever (Mbekeani 2002). Negotiations cover a number of critical topics, including
implementation, agriculture, services, market access for non-agricultura products, environment,
and WTO rules on subsidies, regiona trade agreements, and anti-dumping, and dispute
settlement. The dispute settlement understanding is to be completed by May 31, 2003. All other
areas have to be concluded by January 2005 as a*“single undertaking,” meaning that the trade
round will not be concluded until al members agree on everything.

Most devel oping countries believe that the Uruguay Round Agreement (URA) did not
produce fruitful results (Adhikari 2000). Negotiators from the SADC region and their
counterparts from other devel oping countries signed documents that most of them did not fully
understand. As aresult, not much progress was made, in particular on market access for textiles.
Also, most developing countries did not anticipate the enormous burden of implementing some of
the WTO agreements (Hoekman 2002). The Doha Development Round is welcomed as a chance
for developing countries to participate effectively, promising potential gains from trade
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liberdization. Even in light of this optimistic view, there are till severa concerns. Though policy
makers in the region embrace the negotiations, the interpretations of the Doha ministeria
declaration seem to differ among countries (Mbekeani 2002). Confusion regarding commitments
by trade ministers and ambiguities in several areas remain. For instance, there is confusion as to
whether or not negotiations have started on the issues identified at the Singapore Ministeria (e.g.,
competition policy, investment, trade facilitation, and transparency in government procurement),
and whether or not negotiations on the TRIPS agreement have been launched, under which body,
and according to what timeframe. These concerns could explain why negotiators have missed the
March 31, 2003 deadline for countries to agree on modalities on agriculture and services.

What are the Major Multilateral Trade Negotiation Issues for SADC?

Issues of interest for SADC countries pertain to market access in the region, policies in OECD
countries, the TRIPS Agreement, and specia and differentid (S&D) treatment provisions.

Regional Market Access

The two most important sectors for SADC and other sub-Saharan countries are agriculture and
the labor-intensive manufacturing sector (e.g., textiles and clothing). Although the WTO
Agreement on Textiles and Clothing stipulates that all textile quotas be abolished by January 1,
2005, exceedingly high tariff barriersin the sector gill exist. In 2001, textiles and clothing

product categories in South Africafaced average tariffs peaks around 19 percent and 38 percent,
respectively (Cassm and Onyango 2002). High tariffs in agricultural products in the SADC
region aso impinge on trade. Countries like Zimbabwe have MFN tariff rates as high as 80
percent for some products (Nggangweni, Kandiero, Gebrehiwet, and Kirsten 2003). The average
bound tariff rates by SADC member countries such as Lesotho, Malawi, Mozambique, Tanzania,
Zambia, and Zimbabwe are as high as 100 percent or more (Table 4).

Table 4: Uruguay Round Bound Tariff Rates In Agriculture

Average Bound

Country Tariff Rates (%)
Angola 80
Botswana 40
Congo, Dem. Rep. 30
Lesotho 200
Malawi 124
Mauritius 120
Mozambique 100
Namibia 40
Seychelles

South Africa 40
Swaziland 40
Tanzania 120
Zambia 124
Zimbabwe 146

Source: Adapted from J. M. Finger, M. D. Ingco, and U. Reincke (1996)
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Market access in the area of services is high on SADC’s agenda. Due to high protection in the
services sector, gains from further liberalization are expected to be high (Hoge 2002, 221).
However, liberalization in services sector should be accompanied by effective regulation to
ascertain that market failures and infrastructure are addressed. To date, only South Africa,
Tanzania, Zambia, and Zimbabwe have competition policies and ingtitutions to support further
liberalization in the services sector (Hartzenberg 2002). Nonetheless, the SADC region has made
some progress in the financial and telecommunication sectors. The restructuring and closure of
some state-owned banks in Lesotho indicate progress in the financial sector (Mathlanyane 2002).
Even though there has been some progressin Lesotho, South Africa, Botswana, Mozambique and
Mdawi, more still needs to be done in the region. Countries such as Angola still lag behind in
terms of financia liberalization (Table 5). While the financial liberdization index for Lesotho is
as high as 8, Angola scores only 1. A sound financial system will attract more foreign banks,
leading to more foreign direct investment. Liberalizing the telecommunication sector has been
gradua but promising. From Table 5, one can see that Tanzania and Madagascar have more
liberal telecommunication policies compared with Angola, Swaziland, and Zimbabwe. The region
has aready incurred most of the adjustment costs in this sector. This means that in the future the
liberalization process will be at a much faster pace.

Table 5: Liberalization Indices for Selected SADC Countries

Telecom
Financial Liberalization

Country Liberalization Index* Country Index**
Angola 1 Swaziland 1
Malawi 7 Zimbabwe 1
Mozambique 7 Angola 2
Zimbabwe 7 Lesotho 4
Lesotho 8 Malawi 4
South Africa 8 South Africa 5
Mauritius 8 Botswana 5
Mozambique 5
Zambia 5
Madagascar 9
Tanzania 9
Mauritius 5

Source: Mattoo, Rathindran and Subramanian (2001)
Notes:  *Index ranging from 1-8 with higher values indicating more financial openness
** Index ranging from 1-9 with higher values indicating more liberalization in telecommunication.

OECD Market Access and Export Subsidies

OECD market access policies, in particular in the agricultural sector, are a major concern for the
SADC region. Although SADC wishes to increase market accessin OECD countries, protection
in gill high. For example, the post-Uruguay tariff rate for tobacco is about 350 percent in the

32



United States, groundnuts and coffee are as high as 550 percent and 30 percent, respectively, in
Japan; and maize rates are about 84 percent in the EU (Ingco, Kandiero, and Nash 2003). While
SADC exporters must contend with these tariff peaks, tariff escalation is also a major problem for
products such as tobacco and meat. The EU has promised to remove tariffs on all products but
arms. However, issues relating to food safety and standards are till at the forefront. While the
safety of food safety is undoubtedly area concern, SADC countries are worried that standards
will indirectly replace tariffs to restrict trade.

OECD countries export subsidies policies are another concern. The EU accounts for about
90 percent of the expenditure of total export subsidies in the world. When export subsidies are
sgnificant, as in the case of the EU, they have the potential to depress world market prices,
leading to lower producer prices received by farmers in the SADC region and other developing
countries than they would in the absence of those subsidies. In the short run, the elimination of
export subsidies could have an adverse impact on net-importing countries that would have to pay
higher prices for imported food products. However, in the long run, SADC countries would likely
benefit from elimination of export subsidies as their producers will face more encouraging
incentives to boost food production. Of course, the actua impact of elimination of export
subsidiesin SADC will depend on the policies adopted by individua countries, and on the impact
on world prices of a negotiated liberalization package.

Trade-Related Aspects of Intellectual Property Rights

The TRIPS Agreement grants minimum standards for levels of protection to innovators of
intellectual property in numerous fields. This Agreement is considered to be the most
comprehensive multilateral agreement on intellectua property rights. TRIPS has relevance to
drug policies in SADC countries through articles that protect public health and that define patent
rights. These articles protect intellectua property rights by excluding third-party use, offering for
sale, sdling, or importing of patented products for a minimum of 20 years from the date the
patent application isfiled. Civil claims around breaches of patents put the burden of proof on the
defendant. At present, most essential drugs are not patented. In South Africa, less than five
percent of the 693 essentia drugs are patent-protected. The TRIPS Agreement isthusless of an
issue for the vast share of existing essential drugs than it is for new and future essential drugs
patented after 1995 (Loewenson 2001). Patent protection leads to increased costs of patented
drugs — including new drugs for HIV/AIDS, resistant tuberculosis, and maaria, among others —
which puts a significant burden on public health budgets. SADC thus faces a chalengein
accessing these new essential drugs at affordable prices.

Special and Differential (S&D) Treatment
Provisions according specia and differential (S& D) treatment for developing countries are also
an important issue for SADC (SATRN 2002, 23). The rationale behind S& D provisions was
based on two main considerations. First, developing countries sought to ascertain that there is
equity and fair competition in world markets where structural conditions differ. Second,
developing countries sought protection from potentia biases created by the stronger negotiating
capacity of developed countries in the international trade system.

In addition, least developed countries were promised some measure of technical assistance to
increase their capacity to participate fully in global trade negotiations.” There is concern among

7The record of the U.S. government in contributing to trade capacity building in developing countries is presented
in USAID (2003).
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developing countries that the S& D treatment agenda in from the Uruguay Round did not meet its
goal. SADC member countries — like other countries in sub-Saharan Africa— bedieve that many
promises were made and very little was delivered. Elements dealing with technical assistance and
implementation periods will be re-addressed under the Doha Round. For instance, the uniform
trangitiond period for trade reforms to be implemented does not take into consideration the
different speeds at which SADC countries can adjust to the new provisions.

What are the Challenges and Limitations to Increased Engagements and Implementation of WTO
Obligations and Commitments?

Asthe SADC region engages in the multilateral negotiations, countries will incur large financia
costs as they create the institutions and implement the myriad of standards demanded by the
trading system. For some of the countries, implementing WTO obligations would cost as much as
an entire year' s development budget. Finger and Schuler (2002, 493) note that WTO obligations
reflect little awareness of development problems and little appreciation of the capacities of the
least developed countries. More fundamentally, it is not clear that al of these standards are ideal
for the developing countries, and there is the ever-present danger that they will be used to protect
markets.

The SADC region faces many constraints associated with the implementation of such
measures as Sanitary and Phytosanitary Standards (SPS) and Technical Barriersto Trade (TBT).
The major congtraints pertain to lack of resources, infrastructure, and expertise. In trying to help
the region cope with the provisions of the SPS Agreement, the multilateral trade system should
alow sufficient time for SADC countries to adjust and implement new regulations. To help
enforce and assess standards, it is critical that the region request appropriate technical assistance
to enhance their expertise. Oyegjide (2000) points out that the cost of implementation of some of
the WTO agreements, the lack of financia support, the failure of developed countries to deliver
the agreed “ special and differential” trestment to least developed countries, and the potential
problems of some of the WTO agreements may congtraint Africa s efforts to improve economic
performance.

SADC countries aso have to take some precaution when they further open their financia
sectors. In principal, financia liberdization offers gains, but costs may be associated with
countries opening up to the world. Apart from the demand associated with effective regulation
and infrastructure, financid liberaization may increase risksin terms of capital volatility, lead to
aloss of autonomy, and increase the likelihood of contagion (Bossone, Hanohah, Long 2001).

Many of these issues are complex and lack of trade capacity in the region is a substantial
limitation. The mgjor issues under the Doha Round will require careful and conceptually robust
analytical work. Research and analyses that evaluate SADC countries proposalswill be crucia
to enhancing the participation of the region.

What is the Way Forward in the “Doha Development Agenda”?

The Uruguay Round Agreement made significant efforts to improve market access conditions.
However, the genera consensus after the Uruguay Round was that African countries did not go
far enough in lowering their bound duty rates (Ingco 1995; Harrold 1996). Therefore, under the
Doha Round it is crucid that countries in the SADC region further reduce and move towards
greater uniformity across products in their bound and applied tariff ratesin order to capture the
gains from the liberalization process. The exceedingly high protection rates still prohibit countries
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in the region from fully capturing the gains from trade. A tariff regime characterized by non-
uniformity among products, escalation, and overal high rates has adverse effects on the domestic
economy. Among these are implicit taxation of exports, creation of productive inefficiencies,
regressive taxation of domestic consumers, and promotion of rent-seeking and corruption.
Lowering bound tariff ratesin the context of multilatera trade negotiations sends a powerful signa
of the government’ s intentions to permanently adopt an open, pro-export trade regime. In this way,
it guides and promotes investment in appropriate sectors and technologies. Overdl, the region
should give priority to the “traditiona” market access issues, including al goods and services, in
particular in the agricultural sector and labor-intensive manufactures. However, these market access
initiatives should definitely not be in conflict with the region’s development initiatives (Helleiner
2000).

With regards to the TRIPS Agreement, an important issue is in relation to HIV/AIDS.
Loewenson (2001) suggests five initiatives for SADC countries. (i) governments in the SADC
region should make the fullest use of the trangition period that has been granted by the WTO to
prepare for the consequences of implementation of the agreement; (ii) national drugs policies and
regulations should include the right for countries to shop worldwide for the best prices; (iii)
regulatory and ingtitutional frameworks need to be set up to foster pharmaceutical companies
incentives to continue research into new drugs, while at the same time finding the ways of
improving access to drugs by the poor; (iv) focus on alternatives to patenting that promote
research and development for drugs needed domestically; and (v) health ministries should request
to be involved in the process of revision of patents laws from the beginning.

At the 2002 Southern Africa Trade Research Network symposium, it was suggested that S& D
treatment should be binding, i.e. should be fully integrated into the multilateral trade negotiations.
However, the region should recognize that blocking the negotiations with S& D conditions that
will never be implemented may not be the best way forward. In deciding the kinds of S&D
treatment provisionsto try to adopt in the negotiations, these countries should also focus on those
provisions that would have maximum developmental impact and would not postpone or avoid
undertakings necessary for domestic reforms. The optima solution, however, would be for the
region to ascertain that the WTO rules are fair, which in turn would make S&D treatment
unnecessary.

OECD countries should dedl with the “Uruguay Round hang-over.” Tariff peaks and
escalation, in agricultural productsin particular, should be further reduced. In addition, subsidies
should be modified or further reduced as well.

In terms of trade capacity, the SADC region requires support in this new WTO round in
several areasincluding: (i) research and quantitative economic analyses to evaluate the
implications of the new trade agenda s trade and sector policies; (ii) assistance in preparing and
formulating appropriate negotiating positions in areas such as market access, domestic support,
and export competition; (iii) assstance in evaluating trade-offs and options on various new trade
issues, including SPS measures and intellectual property; (iv) assistance to enhance local
ingtitutional and human resource capacity to implement the pending commitments under the
Uruguay Round Agreements; and (v) assistance to strengthen analytical capacity to effectively
participate in this new WTO negotiations (Ingco and Kandiero 2002).

This new trade round will provide another opportunity for the SADC countries to go beyond
their unilatera liberdization efforts in exchange for multilateral concessions, or to “lock in” their
domestic reforms to a multilateral framework. For the WTO agreements to be more effective, they
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should be complemented by domestic policy initiatives to address SADC' s capacity congtraints, as
wdl asimprove the investment climate and competition policy in the region.

ARE PREFERENTIAL TRADE AGREEMENTS IMPORTANT FOR THE SADC REGION?

SADC countries belong to other preferential trade arrangements, in addition to being part of the
WTO accords. The main objective of trade preferences is to help developing countries achieve
sdlf-sustainable development. Essentialy, preferential treatment through the reduction in tariffs
by developed countriesis supposed to trandate into larger export revenues for developing
countries. In addition, market access opportunities are expected to foster investment, technology
transfers, employment creation, and income generation. Therefore, the idea of “trade, not aid”
has some economic appeal.

Under the WTO three major forms of preferentia treatment are permissible: (i) the
Generalized System of Preferences (GSP); (ii) specia preferential regimes established by
developed countries for sub-sets of developing countries (e.g., the EU’s Lomé/Cotonou
Agreements for African, Caribbean, and Pacific (ACP) countries, the EU’s Everything but Arms
(EBA) agreement, the U.S. Caribbean Basin Initiative (CBI), and the U.S. Africa Growth and
Opportunity Act (AGOA); and (iii) regiona free trade areas among developing countries (e.g.,
SADC, SACU, COMESA, etc.).

With increased globa trade liberdization, there is concern that the benefits stemming from
preferential arrangements will be undermined as continued reductions of MFN tariff rates will
reduce preference margins, i.e. the difference between MFN rates and preferential rates, and
increase competition. Inthe particular case of agriculture, trade preferences potentially remain
beneficia, considering that MFN tariffs are still exceedingly high for anumber of products. Even
though MFN rates are in the process of being reduced, it could take some time before exceedingly
high tariffs on some agricultural products are low enough for a complete erosion of the margin of
preferences to occur. Empirical evidence from severa recent studies indicates that some benefits
have been realized from trade preferences, as the margin between MFN and preference rates in
agricultural products remains positive (Tangermann 2001). The export vaue of the ACP
preference margin is estimated at approximately 630 million ECU. Beef and sugar have the